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EXPOSURE DRAFTS
PROPOSED STATEMENTS
ON AUDITING STANDARDS
Supplementary Information
on the Effects of Changing Prices
Supplementary Oil and Gas Reserve
Quantity Information
DECEMBER 3 1 , 1979

Prepared by the AICPA Auditing Standards Board for comments
from persons interested in auditing and reporting

Comments on Supplementary Information on the Effects
of Changing Price* should refer to File 4390C
Comments on Supplementary Oil and Gas Reserve Quantity
Information should refer to File 4390D
Comments should be received by February 2 9 , 1980, and addressed to the
AICPA Auditing Standards Division, AICPA,
1211 Avenue of the Americas, New York, N.Y, 10036

M810870

American Institute of Certified Public Accountants
1211 Avenue of the Americas. New York. New York 10036 (212} 675-6200

December 31, 1979
Exposure drafts of two proposed Statements on Auditing Standards accompany this letter:
* Supplementary Information on the Effects of Changing Prices
* Supplementary Oil and Gas Reserve Quantity Information
The AICPA Auditing Standards Board is balloting on the issuance of a final SAS on
Supplementary Information Required by the Financial Accounting Standards Board . That
Statement (SAS No27)establishes general standards for the auditor's involvement with
all types of supplementary information measured and presented within guidelines prescribed by the FASB and, with respect to 1973 year-end examinations, it applies specifically to information on the effects of changing prices required by FASB Statement
No. 33 and oil and gas reserve quantity information required by FASB Statement No - 25.
The auditing standards division expects that the final Statement will be available in
mid-January and that it will differ from the exposure draft, Reporting on Required
Supplemental Information, in that it will provide for exception reporting. That is,
the auditor would expand his standard report only to call attention to the omission of
supplementary information required by the FASB, material departures from FASB guidelines on the measurement or presentation of such information, or the auditor's inability to complete the procedures prescribed by the Statement. The prescribed procedures
will be unchanged from those set forth in paragraph 5 of the exposure draft dated October 1, 1979. The board is continuing consideration of the appropriateness of explicit reporting, which was proposed in the exposure draft.
Supplementary Information on the Effects of Changing Prices
On October 5, 1979, the FASB issued Statement of Financial Accounting Standards No.
33, Financial Reporting and Changing Prices, which requires the presentation of
supplementary information on the effects of changing prices on a current cost and a
constant dollar basis. The FASB statement is effective for fiscal years ending on or
after December 35, 1979; however, initial presentation of current cost information
may be postponed to the first annual report for a year ending on or after December 35,
1980.
FASB Statement No. 33 has several important features. First, the requirements are
applicable only to certain public entities. Second, the information is experimental,
and many alternatives are available for measurement and presentation. Third, the information is supplementary and, therefore, not part of the basic financial
statements.
As a result of the issuance of FASB Statement No. 33, the Securities and Exchange Commission has announced that its replacement cost information requirement (Rule 3-17 of
Regulation S-X) will be withdrawn effective for years ending on or after December 25,
1980. Accordingly, SAS No. 18, Unaudited Replacement Cost Information, will also be
withdrawn. Also, the SEC will waive the replacement cost requirements for companies
presenting current cost data in their 1979 reports.

The proposed SAS does not require the auditor to apply additional procedures beyond
those that are specified in the general SAS. Rather, it provides additional guidance
on the nature of the auditor's inquiries of management concerning the information on
changing prices,
Paragraph 6 of this proposed SAS provides that when an entity voluntarily includes the
information called for by FASB Statement No. 33, the general SAS and the specific SAS
are applicable unless there is an indication that the auditor has not applied the limited procedures described in those Statements on Auditing Standards. This differs
from the exposure draft of the general SAS, which proposed that the SAS would apply
whenever an entity voluntarily presents supplementary information called for by FASB
statements.

Supplementary Oil and Gas Reserve Quantity Information
In December 1977, the FASB issued Statement of Financial Accounting Standards No . 19*,
Financial Accounting and Reporting by Oil and Gas Producing Companies, which, among
other things, requires the disclosure of reserve quantities by enterprises engaged in
oil and gas producing activities. The statement provided that "those disclosures may
be made within the body of the financial statements, in the notes thereto, or in a
separate schedule that is an integral part of the financial statements," In February
1979, the FASB issued Statement of Financial Accounting Standards No. 25, Suspension
of Certain Accounting Requirements for Oil and Gas Producing Companies, which amended
FASB Statement No. 19 by permitting the disclosure of reserve quantities as
supplementary information accompanying, but outside, the financial statements.
The proposed SAS provides additional procedures that should be applied to supplementary oil and gas reserve quantity information, and it provides additional guidance on
the nature of the auditor's inquiries of management concerning the reserve quantity
information. In addition, the proposed SAS offers reporting guidance for situations
in which the application of the procedures causes the auditor to believe that the information may not be measured or presented within the applicable guidelines.
The SAS does not address the procedures that the auditor should apply to oil and gas
reserve information that the SEC requires to be audited and included in the notes to the
financial statements of entities with oil and gas producing activities. On April 13,
1979, the AICPA issued a proposed audit and accounting guide, Oil and Gas Reserve Information Required by Regulation S-X. The extended comment period for that guide ended
on September 15, 1979, and the board is continuing to consider the comments that were
received,

Comments or suggestions on any aspect of the exposure drafts will be appreciated. The
AICPA Auditing Standards Board's consideration of responses will be helped by explanations of the reasons for comments.
In developing guidance, the AICPA Auditing Standards Board considers the relationship
between the cost imposed and the benefits reasonably expected to be derived from audits. It also considers differences that the auditor may encounter in the audit of the
financial statements of small businesses and, when appropriate, makes special provisions to meet those needs. Thus, the board would particularly appreciate comments on
those matters. Although the FASB Statement No. 33 requirements currently apply only to
large, public entities, the board invites comments concerning auditor involvement
with information on changing prices presented by smaller entities.

Responses should be addressed to the AICPA Auditing Standards Division, File4390C. in
the case of Supplementary Information on the Effects of Changing Prices and File 4390D
in the case of Supplementary Oil and Gas Reserve Quantity Information in time to be
received by February 29, i960 . Written comments on the exposure drafts will become
part of the public record of the AICPA Auditing Standards Division and will be available for public inspection at the offices of the American Institute of Certified Public Accountants after March 15, 1980, for one year.

Sincerely,

Chairman, Auditing Standards
Board

D. R. Carmichael
Vice President, Auditing

This exposure draft has been sent to
• practice offices of CPA firms
• members of AICPA Council and technical committee
chairmen
• state society and chapter presidents, directors, and
committee chairmen
• organizations concerned with regulatory, supervisory, or
other public disclosure of financial activities
• persons who have requested copies

PROPOSED STATEMENT ON AUDITING STANDARDS
SUPPLEMENTARY INFORMATION O N THE EFFECTS OF CHANGING PRICES
( This SAS should be read and applied in conjunctlon with SAS No, 27,
Supplementary Information Required by the Financial Accounting Standards Board.)

1, Statement of Financial Accounting Standards No, 33, Financial Reporting and Changing Prices,
requires certain public entities to
present information on the effects of
changing prices. 1 It requires no
changes in the basic financial
statements; the required information
is to be presented as supplementary
information in any published annual
report that contains the primary financial statements of the entity. 2
The FASB encourages nonpublic entities and entities that do not meet
the size test to present the information called for by the statement.
2. This Statement on Auditing
Standards is applicable in an examination in accordance with generally
accepted auditing standards of financial statements of an entity subject to
FASB Statement No. 33 or of an entity that voluntarily presents the information prescribed by that statement (sec paragraph 6).
1

The requirements of FASB Statement No.
33 apply to "public enterprises" that have
either (a) inventories and property, plant,
and equipment (before deducting accumulated depreciation) of more than $125 million or (b) total assets of more than $1 billion
(after deducting accumulated depreciation).
Public enterprise is defined in FASB Statement No. 33 as "a business enterprise (a)
whose debt or equity Securities arc traded
in a public market on a domestic stock exchange or in the domestic over-the-counter
market (including Securities quoted Only
locally or regionally) or (b) that is required
to file financial statements with the Securities and Exchange Commission, An enterprise is considered to be a public enterprise
as Soon as its financial Statements are issued
in preparation for the sale of any class of
securities in a domestic market," This definition differs from the definition of public

entity in SAS No. 26, Association With Financial Statements.
2

FASB Statement No. 33 is effective for fiscal
years ending on Or after December 25,
1979. However, initial presentation of current cost information may be postponed to
the first annual report for a year ending on
Or after December 25, 1980.

3. Information on the effects of
changing prices ordinarily is developed by management, using assumptions and techniques that have
not yet been standardized and, thus,
that may differ from company to
company and from year to year. The
FASB is encouraging experimentation within the FASB Statement No.
33 guidelines and development of
new techniques that further the understanding of the effects of price
changes.
4. The auditor should apply the
procedures specified in SAS No, 27,
Supplementary
Information
Required by the Financial Accounting
Standards Board. In applying those
procedures the auditor's inquiries of
management should be directed to,
among other tilings, the judgments
made concerning measurement and
presentation and, accordingly,
should include
a. The sources of information presented for the latest fiscal year
and for the five most recent fiscal
years, the factors considered in
the selection of such sources, and
the appropriateness of their application in the circumstances.
b. The assumptions and judgments
made in calculating constant dollar and current cost amounts (such
as the methods and timing of acquisition and retirement of assets
and the classification of assets and
liabilities as either monetary or
nonmonetary items).
c. The need to reduce the measurements of inventory and of
property, plant, and equipment
from (1) historical cost/constant
dollar amounts or (2) current cost
amounts to lower recoverable
amounts and, if reduction is
necessary, the reason for selecting
the method used to estimate the
recoverable amount and the ap5

propriateness of the application of
that method.
5. FASB Statement No. 33 also
requires entities to provide, in their
financial reports, explanations of the
information disclosed in accordance
with that statement and discussions
of its significance in the circumstances of the entity. It also encourages providing additional information to help users of financial reports
understand the effects of changing
prices on the activities of the entity.
The auditor should read the narrative explanations and discussions and
compare them with the audited financial statements and the related
required supplementary information
on the effects of changing prices. If
the auditor concludes, after discussing the matter with the client, that
the narrative (a) is materially inconsistent with either the audited financial statements or the other
supplementary information provided
or (b) contains a material misstatement of fact, he should expand his
report on the audited financial
statements to indicate a departure
from the guidelines. (See SAS
No. 27.)
6. Some entities not subject to
FASB Statement No. 33 may voluntarily present information on the effects of changing prices in reports
containing
audited
financial
statements. When such an entity includes a presentation of income from
continuing operations or a multiyear comparison of selected
supplementary financial data adjusted for effects of changing prices,
the provisions of this statement and
SAS No. 27 are applicable unless
either the entity indicates that the
auditor has not applied the limited
procedures described in these
statements or the auditor expands
his report on the financial statements
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to include a disclaimer on the information. When the auditor has not
applied the limited procedures or
when an entity not subject to FASB

EXPOSURE DRAFTS
Statement No. 33 presents other
types of information on the effects
of changing prices, the auditor's
considerations are covered by SAS

No. 8, Other Information in Documents Containing Audited Financial
Statements.

PROPOSED STATEMENT ON AUDITING STANDARDS
SUPPLEMENTARY OIL AND GAS RESERVE QUANTITY INFORMATION
(This SAS shouId be rood and applied in conjunction with SAS No. 2 7 ,
Supplementary Information Required by the Financial Accounting Standards Board.)

1, Statement of Financial Accounting Standards No. 25, Suspension of Certain Accounting
Requirements of Oil and Gas Producing Companies (an amendment of
FASB Statement No. 19), permits oil
and gas reserve quantities to be disclosed as supplementary information
accompanying, but outside, the financial statements. In such circumstances, the auditor should follow
the guidance in both this statement
and SAS No. 27, Supplementary Information Required by the Financial
Accounting Standards Board. 1
2. In addition to the procedures
in SAS No. 27, the auditor should
also apply the following procedures
to the oil and gas reserve quantity
information:
a. Compare the entity's current
production with its current reserve estimates for properties that
have significant production or
significant reserve quantities and
inquire about disproportionate
ratios.
b. Compare the data used to estimate the entity's reserve quantity
information with the reserve data
used for depletion and amortrza1

SEC Accounting Series Release No. 270,
"Oil and Gas Producers—Postponement of
Audit Requirement for Reserve Information," permits the disclosure of oil and gas
reserve information required by Regulation
S-X to be made in a note or separate
schedule designated "unaudited" for fiscal
years ending before December 26, 1980.
The postponement of the audit requirement
is intended to allow additional time to establish and implement guidelines and standards for reserve evaluation and reporting.
During the interim period, the procedures
prescribed by SAS No, 27 and this statement for general financial reporting also
apply when the financial statements being
examined contain such an unaudited note
and are filed with the SEC. In these circumstances the auditor's inquiries should
include the incorporation of price and cost
data in the measurement and presentation
of reserve information.

tion, and make inquiries when differences exist.
c. Inquire about whether the person
who estimated the entity's reserve quantity information has
appropriate qualifications.2
d. Inquire about whether the basis
for estimating the entity's reserve
quantity information is documented, whether significant
additions or deductions have been
properly considered, and whether
the information is current.

agreements with foreign governments or authorities in which the
company acts as producer, (3) the
entity's proportional interest in
reserves of investees accounted
for by the equity method, (4) subsequent events, important economic factors, or significant uncertainties affecting particular
components of the reserve quantity information, and (5) whether
the entity's reserves are located
entirely within its home country,

3. In applying the procedures
specified in SAS No. 27, the auditor's inquiries of management
should be directed, when applicable, to

4. When the results of the auditor's procedures cause him to believe that the information may not be
measured or presented within the
applicable guidelines, SAS No, 27
indicates that he ordinarily should
make additional inquiries. However,
because of the nature of estimates of
reserve quantity information, the
auditor may not be in a position to
evaluate the responses to such
additional inquiries, and, consequently, he will need to report this
limitation on the procedures prescribed by professional standards.
The following is an example that illustrates reporting on reserve quantity information in accordance with
SAS No. 27 when that situation
exists:

a. Factors considered in determining the reserve quantity information to be reported, such as including in the information (1) net
quantities of all domestic and
foreign proved oil and gas reserves owned by the entity but
excluding interests of others, (2)
reserves attributable to consolidated subsidiaries, (3) a proportionate share of reserves of investees that are proportionately consolidated, and (4) reserves relating to royalty interests owned.
b. The separate disclosure of items
such as (1) the entity's share of oil
and gas produced from royalty
interests for which reserve quantity information is unavailable, (2)
reserves subject to long-term
2

For example, the Society of Petroleum Engineers has prepared "Standards Pertaining
to the Estimating and Auditing of Oil and
Gas Reserve Information," which indicate
that the person should ordinarily have a
bachelor's or advanced degree in petroleum
engineering, geology, or a related discipline, or a registered or certified professional engineer's or geologist's license and
approximately five or more years of practical
experience in petroleum engineering or
geology.

7

T h e oil and gas reserve quantity information is not a required part of the
basic financial statements, and we did
not audit and d o not express an opinion on Such information. However, w e
applied certain procedures prescribed
by professional standards that raised
doubts which we were unable to resolve regarding w h e t h e r material
modifications should he made to the
information for it to conform with
guidelines established by the Financial Accounting Standards Board. (The
auditor may wish to include in his report t h e reason(s) why h e was unable
to resolve his doubts, For example,
t h e auditor may wish to state that the
information was estimated by a person
lacking appropriate qualification.)

